INTRODUCTION
The purpose of this research is to identify the determinants of capital expenditures in the U.S. restaurant industry. This research is motivated by two major factors. The first is related to previous research that highlights the importance of capital expenditures to the firm (Kerstein & Kim, 1995; Schmidgall et al., 1997; Brailsford & Yeoh, 2004; Jiang et al., 2006) . Second, to the knowledge of the authors, very little hospitality research has examined which variables determine restaurant capital expenditures.
According to Dang (2007) , successful hotel performance depends on the ability of asset managers to successfully implement capital expenditures. Thus it is essential for managers to be informed of the factors that influence capital spending. It would also be beneficial for consultants, policymakers, and researchers to understand the causal relationship between capital expenditures and their associated exogenous variables.
A capital expenditure is the total amount of money spent on renovation, refurbishing and replacing furniture, fixtures and equipment (FF&E) over a specific period of time and the cost to correct or update obsolescence (Dang, 2007) . As Schmidgall et al. (1997) indicate, the difference between revenue expenses and capital expenditures is that revenue expenses are offset against the revenue of the year in which they are incurred while capital expenditures are those whose benefits realized over a time greater than a year. In other words, capital expenditures (CapEx) are expenditures creating future benefits. Thus, acquisitions of property should also be considered capital This paper is organized in the following manner. The next section will examine past restaurant literature and research relevant to capital expenditures. This will be followed by the data and methodology employed. The results of the statistical analysis will be subsequently presented and followed by a conclusions and recommendations section.
LITERATURE REVIEW
Capital expenditures have received little attention (Brailsford & Yeoh, 2004) , especially in the restaurant industry; and only a limited amount of research has examined the determinants of capital expenditures. John and Mishra (1990) find that growth opportunities will affect the valuation of capital expenditures. Brailsford and Yeoh (2004) jointly examine the role of growth and cash flow, and the interaction between them. Other researchers also find positive association between corporate earnings and capital expenditures (Jiang et al., 2006; Kerstein & Kim, 1995) .
The relationship between growth opportunities and CapEx

a.
Definition of growth opportunities A growth opportunity is an investment or project that has the potential to grow significantly, leading profits for the investor. Myers (1977) describes growth opportunities as call options whose values depend on the likelihood that management will exercise them. Myers believes the market value of the firm (V) can be broken down into the present value of assets already in place (V A ) and the present value of future growth opportunities (V G ), that is , V= V A + V G. Since the firm may choose not to pursue future investment opportunities, V G can be regarded as the present value of the firm's options to make future investments. Kester (1984) expands the definition of growth opportunities as real value to the firm. New investments are often presented to potential investors as growth opportunities. The firm is composed of the value of assets in place and the value of growth opportunities. The lower the proportion of firm value represented by assets in place is, the higher the growth opportunities for a given level of firm value are (Fouad & Ahmed, 2001 ).
b.
The link between growth opportunities and Capex John and Mishra (1990) argue that individual firm factors such as growth will affect the valuation of capital expenditures. However, their approach was criticized by Kerstein and Kim (1995) because investment information was seen in absolute terms. Some other studies have investigated the valuation impact of capital expenditure and examined the role of growth opportunities (Szewczyk, et al., 1996; Chen & Ho 1997; Chung, et al., 1998) . These studies use q ratio 1 as a proxy for growth opportunities and report positive 1 The q ratio is calculated as the market value of a company divided by the replacement value of the firm's assets, also called the "market-to-book ratio".
relationship between q ratios and net present value (NPV). Therefore, positive valuations are expected to be greater for firms with higher growth prospects. Brailsford and Yeoh (2004) 
The relationship between free cash flow and CapEx
An agency problem is a conflict of interest arising between principals (i.e. shareholders) and agents (i.e. company's executives) because of differing goals.
According to Jensen (1986) , payouts to shareholders reduce the resources under managers' control, thereby reducing managers' power, and making it more likely they will incur the monitoring of the capital markets which occurs when the firm must obtain new capital (Rozeff, 1982; Easterbrook, 1984) .
Free cash flow is cash flow in excess of that required to fund all projects that have positive NPV when discounted at the relevant cost of capital. It is a manifestation of agency problems because excess cash may not be returned to shareholders. Conflicts of interest between shareholders and managers over payout policies are especially severe when the organization generates substantial free cash flow (Jensen, 1986) . When firms have free cash, any acquisitions made by these firms are, by definition, negative net present value investments because these firms face an investment opportunity set in which there are no favorable growth prospects (Brailsford & Yeoh, 2004) . Kadapakkam, Kumar, and Riddick (1998) find that investments in financially constrained firms would be determined by their cash flow. They also indicate that the cash flow investment sensitivity is highest in large firms and smallest in small firms.
Furthermore, this relationship is independent of the measure of firm size. Brailsford and Yeoh (2004) earnings even after controlling for current corporate earnings. Kerstein and Kim (1995) also argue that capital expenditure changes are strongly and positively associated with excess returns. However, according to agency theory (Jensen & Meckling, 1976; Jensen, 1986) , agency costs may be incurred when managers and owners have conflicting 
The link between economic conditions and CapEx
In a booming economy, many firms use funds to finance inventories or even acquire other firms. These actions keep the demand for capital at a high level, and interest rates higher than they otherwise might be. While refurbishment or replacement of existing equipment is a capital expenditure associated with an internal growth strategy, acquisitions represent an external growth strategy. Hence, acquisitions are made during strong economic times, but CapEx are typically made during weaker economic conditions (Elsas, Flannery, & Garfinkel, 2006) . Pitchaya and Ed (2002) investigate the relationship of internal and external financing and firm growth opportunities before and after the 1997 Thailand economic crisis. Results show that the primary resort of financing switched from external to internal after the crisis, with external long-term financing levels decreasing after the crisis, with external long-term financing levels decreasing after the crisis. The findings also show that external long-term financing in a given period is significant and is positively related to associated capital expenditures for the overall sample period. The authors expect a negative relationship between CapEx and non-recessionary economic conditions.
Hypothesis 4: Non-recessionary economic conditions have a negative impact on CapEx.
The relationship between size and CapEx
According to Kadapakkam et al. (1998) , large firms tend to have the most sensitive cash flow-investment sensitivity due to more flexibility of investment timing. Haller and Murphy (2012) also find that firm size is one main determinant of capex. Asquith et al. (1983) argue that insignificant abnormal returns to bidders may be explained by the relative size of targets to bidders, and they find that bidders' cumulative abnormal returns are positively related to target size. This result is consistent with a materiality argument in that the market reacts only to announcements that have a potentially significant impact on the bidders' value. Therefore, the fifth hypothesis of this study is as follows:
Hypothesis 5: Size of the firm has a positive impact on CapEx.
Conclusion
Based upon a review of the pertinent literature already discussed, this paper examines relationship of CapEx and the following variables: growth opportunities, free cash flow, corporate earnings, economic condition, and size. The next section will describe the hypotheses to be tested as well as the data used and methodology employed to test them.
HYPOTHESES, DATA AND METHODOLOGY
To explore the potential factors for capital expenditures in the restaurant industry, this study takes a retrospective look with a focus on the hypothesized variables to understand the driving factors of CapEx. Data from Compustat (2002 Compustat ( -2012 were used in this study. The selection of data was based mainly on data availability, the reliability of data sources, and the ability to quantify variables in the modeling process. A total of 78 companies with 503 observations were included in the sample. After removing outliers, 447 restaurant-year observations were used for the analysis. (Kim & Sorensen, 1986; Titman & Wessels, 1988; Rajan & Zingales, 1995) . A firm's market to book ratio is measured using Compustat data, and is defined as the market value of equity at the end of the fiscal year divided by the book value of equity (See formula 1). The book value of equity is defined as total assets (AT) minus total liabilities (LT). We exclude firms with book-to-market ratios of less than 0.01 and greater than 100. The use of this proxy is consistent with prior research in the area (Fama & French, 1993; 1996) and elsewhere.
Market to Book ratio = Market value/ Book value = MKVALT/ (AT -LT)
Free cash flow firms, by definition, are those firms operating with high cash flow in a low growth environment (Jensen, 1986) . As free cash flow is cash flow in excess of requirements, high cash flow alone is not a sufficient condition for free cash flow to be present, as a high cash flow firm may have a sufficiently large pool of positive NPV investment projects. Hence, a low growth environment is also necessary. Thus, cash flow is used as an independent variable.
Cash flow (CF) is calculated using the approach of Lang, et al. (1991) as follows:
where EBIT is earnings before interest and tax and extraordinary items, DP is depreciation expense, TXT is total tax expenses, DVT is total dividend paid on ordinary and preferred shares, and INT is total interest expenses.
Corporate earnings (E) are measured using the ratio of the firm's earnings before interest and taxes at the end of the year. This amount is then standardized by the amount of firm assets which yields the return on asset (ROA i,t ) ratio. More specifically, the calculation of this variable is the ratio of firm i's earnings before interest and taxes reported at the end of year t, to the level of total assets reported at the beginning of year t,
Because of economic conditions and the changes with shifts over time in informativeness, we focus on the past 10 years (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) (2010) (2011) (2012) In the above model, CapEx served as the dependent variable, while other variables served as the independent variables for the model in (3).
RESULTS
Summary statistics of key variables are reported in Table 1 Table 2 . Almost all of the independent variables (M/B, CF, Size, ROA) were significantly associated with CapEx. **Insert Table 2 here** To identify what factors were related to restaurant CapEx, a multiple regression method was employed. As stated previously, the dependent variable was CapEx. were used as independent variables. In Table 3 , unstandardized coefficients (B), standard error of unstandardized coefficients (SE B), standardized coefficients (β), and t statistic (t) are reported. **Insert Table 3 contributed to the prediction of CapEx. The adjusted r-squared value was 54% and the overall F test for regression relation was 101.5, highly significant at p<.001. Each of the proposed research hypotheses is supported by the results. Thus, all predictors except Eco were positively associated with CapEx. Only Eco, which was a significant predictor of CapEx had a coefficient with a negative sign. Therefore, the mean response regression equation for U.S. restaurant CapEx is estimated to be: 
CONCLUSIONS AND DISCUSSION
The primary purpose of this study was to examine determinants of capital expenditures in the U.S. restaurant industry. Data from CompuStat were collected and analyzed using a multiple regression model. The study found that growth opportunities, free cash flow, above-average corporate earnings, and size were positive determinants of capital expenditures, while the economic recession was a negative determinant of capital expenditures.
Growth opportunities
The results of this study indicate that growth opportunities tend to be positively associated with capital expenditures. This is consistent with the results from previous research (Szewczyk et al., 1996; Chen & Ho, 1997; Chung et al., 1998) . That is to say, in the restaurant industry, growth opportunities tend to positively influence the amount of capital expenditures made by restaurant firms.
There is much literature about firm growth opportunities and firm capital structure (Myers, 1977; John & Mishra, 1990; Kerstein & Kim, 1995; Szewczyk et al., 1996; Chen & Ho, 1997; Chung et al., 1998; Fouad & Ahmed, 2001; Brailsford & Yeoh, 2004) . Myers (1977) states that firms with high growth opportunities are more likely to suffer from debt overhang problems. Risky debt induces firms to forego some profitable investment opportunities, resulting in a suboptimal investment policy for the firm.
Moreover, Jensen and Meckling (1976) argue that the conflict of interest between debt holders and equity holders could provide an incentive to over-invest in risky projects that could ultimately reduce firm value. One possible solution is to mitigate these types of problems is to use more equity financing than debt financing. Myers (1984) and Myers and Majluf (1984) advocate that firms resort to internal funds first, then debt, and equity last to satisfy their financing needs. This pecking order of financing is driven by asymmetric information between investors and firm managers.
Under a dynamic version of this theory, restaurants may also forego some positive NPV projects if they have to issue equity in order to invest. To correct this, restaurants with high growth opportunities should accumulate financial slack today in anticipation of new financing needs for these future investments.
Free cash flow
According to the discounted cash flow (DCF) model, the value of a company is equivalent to the present value of its future cash flow generation capability. In other words, the pure value of a business is the future estimated cash flow discounted at a rate that mirrors the risk of cash flow (Copeland et al., 1994) . Unlike accounting measures, such as earnings, DCF conceptualizes the importance of projected cash flows and the time value of money.
Free cash flow reflects the difference between cash inflows and outflows from operating units. These cash flows are relevant for projecting firm value because they represent the cash available for a firm's financial obligations, such as debt and dividends (Rappaport, 1998) . Thus, in terms of restaurant capital expenditures, the accurate identification of a target's cash flow generation capability is crucial to the financial manager.
The results from this study show that cash flow is positively associated with capital expenditures; this is different from Chen and Ho (1997) 's findings, but is consistent with Brailsford and Yeoh (2004) 's findings.
Corporate earnings, Size, and Economic conditions
The results shown herein regarding both corporate earnings and firm size are also consistent with previous research (Jiang et al., 2006; Kerstein & Kim, 1995) . This means that higher corporate earnings and larger size tends to be associated with higher capital expenditures. As for the impact of the most economic recession on capital expenditure, the results indicate that restaurants tend to increase their capital expenditures. This finding is consistent with that of previous research (Elsas et al, 2006 ) that shows these expenditures are more common during weaker economic conditions.
LIMITATIONS AND RECOMMENDATIONS FOR FUTURE RESEARCH
This research is an initial attempt to investigate the determinants of capital expenditures of restaurant in the U.S. While positive empirical results have been obtained, there are some limitations in the current study. First, due to data availability, this research analyzes data for only 78 restaurants (447 observations). A future study naturally could examine a larger data set to see whether the included independent variables still significantly affect restaurant capital expenditures. Second, only five independent variables were used in the regression model. As the adjusted r-squared is only 54%, there is room to include more variables as potential determinants for CapEx.
Third, this paper primarily focuses on restaurants. It is reasonable to believe that other sectors of the hospitality industry may not have the same results.
Further research on this topic may include the idea that large firms utilize capital expenditures in a different fashion than smaller firms. Additionally, the factors impacting capital expenditure decisions may be time sensitive. Therefore, an examination of capital expenditure behavior in other time periods may be useful. Finally, this paper only examines one sector of the hospitality industry. It may be interesting to see if similar results can be found in other sectors of the hospitality industry such as hotels and casinos. P-values are reported in parentheses. *p<0.05 **p<0.001 
